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POLAND: KEY ECONOMIC INDICATORS 
(in miITions of dollars, except where noted) 


1980 1981 1982 1983 


Foreign Trade (1) 
(2) 


Foreign Trade Balance -1,892 -2,042 633 1,080 


Exports (Total) 17,190 13,182 11,702 


15,431 
Imports (Total) 19,082 15,224 14,798 10,622 


With Non-Communist (2) 
Countries: Balance -893 65 1,440 1,554 


Exports 7,594 5,195 5,491 
Imports 8,487 3,755 3,937 


With the United States (2) 
Balance -329.2 91.0 82.6 


Exports to United 
States 430.6 219.0 256.1 
Imports from United 
States 759.8 128.9 17365 
(of which manu- 
factured goods) 89.0 124.1 


OTHER ECONOMIC INDICATORS (3) 


1981 1984 Total 


National Income -12.0% 5.5% § ii2. (4) 
(Constant Prices) Trillion Zloties 
Coal Production -15.6% 0.3% 191.6 


Million Tons 
Electrolytic Copper -8.4% 3.4% 3.4% Stes 


Thousand Tons 
Sulfur -7.6% 0.5% 0.6% 4.99 


Million Tons 
Steel Production -19.3% 9.7% 1.9% 16.5 


Million Tons 
Electric Power Prod. -5.6% 6.8% 7.0% 134.8 


Billion KWH 
Savings Deposit 35.7% 22.0% 17.2% 1260.9 


Billion Zloties 

Investment -22.3% T<2e 10.0% 1249.0 

(Constant Prices) Billion Zloties 
Retail Sales -4.6% 9.0% 5.2% 

(Constant Prices) 
Cost-of-Living 

Indicator 194.7 482.5 559.7 

(1970 = 100) 


Footnotes: (1) The following rates of exchange were used in the 

calculations: 1980 exchange zloties 3.054 = U.S. $1.00; 1981, exchange 

zloties 3.361 = U.S. $1.00; 1982, zloties 85 = U.S. $1.00; 1983, zloties 95 

= U.S. $1.00; and 1984, zloties 114 = U.S. $1.00. 

(2) Statistical Bulletin, Main Statistical Office (GUS), February 1985; 

(3) Statistical Annual Brief 1985, GUS. 

(4) DoITar estimates Of GNP range from $47 billion to $180 billion depending 
on purchasing power equivalents. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


The Polish economy continued to improve in 1984, recording its 
second straight year of economic growth. National income produced 
rose 5.5 percent after posting a 5 percent increase in 1983. The 
2 percent years of growth, however, were not sufficient to offset 
the 4 previous years in which national income fell over 25 
percent. Based on current forecasts, per capita national income 
produced (a rough GDP equivalent) is unlikely to reach the level 
of 1978 until well into the 1990's. 


Industrial production also recorded strong growth in 1984 despite 
predictions that the 1983 recovery had already run out of steam. 
Industrial production sold increased 5.3 percent in constant 
prices spurred on by broadbased growth in the manufacturing 
sector. Although some of Poland's industrial mainstays performed 
poorly (in tonnage terms shipbuilding was down by almost 10 
percent and steel production was up only 1.9 percent) other 
industries posted impressive gains, particularly in the 
electronics and precision instruments industries. 


In the first half of 1985, however, the increase in industrial 
production has virtually come to a halt. After the first 6 
percent months, growth stood at only 2.0 percent over the same 
period in 1984 and there is little chance that the growth rate of 
4.5 percent for the year can be achieved in the remaining months. 
The government has highlighted the harsh winter as the major cause 


of the economic slowdown this year. Temperatures in January and 
February were well below normal and clearly had a substantial 
impact on Poland's aging infrastructure, particularly in the 
transportation network of Poland's raw material exports. But this 
problem underscores the fragility of Poland's economic growth in 
the past 2 years. Throughout the economy, machines and equipment 
are in use well beyond their book life, a fact which increases the 
susceptibility of the economy to such factors as the weather. 
Poland's economy has also benefitted substantially from good 
agricultural weather starting in 1983 and which so far has 
continued into mid-1985. The summer was marked by considerable 
rainfall and this has resulted in a slowing of the harvest. At 
this stage, however, crop losses appear minimal. 


The government has continued to emphasize reform as the watchword 
of its economic program. The reforms were started in 1982 with 
the passage of eight major pieces of legislation. The basic aim 
of reform has been to increase enterprise autonomy in planning and 
financing, as well as to introduce a system of worker councils at 
the factory level. As the economy's problems have continued with 
little prospect for any rapid amelioration, th government appears 
to have begun to lose its patience with the reforms, particularly 





those which require a lengthy implementation process with no 
immediate payoff in terms of increased output. As a result, the 
government has continued to introduce new regulatory layers 
designed to alleviate persistent bottlenecks and raw material 
shortages. These programs have had limited success in making the 
economy run more smoothly, and have instead raised doubts in the 
minds of economists and enterprise managers about reform's future. 
In mid-1985, reform is undergoing a subtle -- but clear -- shift 
in emphasis from a program aimed at the structural transformation 
of the economy, to one aimed at increasing efficiency within the 
existing institutional framework. Some reformers have argued that 
the latter, while not as desirable as the former, is far better 
than a return to command-style planning, while others have argued 
that reform must attack the economy's institutional problems if it 
is to have any chance of success. If the government intends to 
pursue a policy based on achievement of marginal efficiencies, it 
will have to convince many skeptics that this in fact represents a 
qualitative change from the pre-reform system, and that it is not 
a cosmetic return to old and discredited central planning 
policies. 


WAGES, INCOMES, AND MARKET SUPPLIES 


In the last year, good agricultural harvests helped to assure 
continued improvements in market supplies. Overall retail sales 
in 1984 increased by 5.2 percent in constant prices although 
shortages in the durable goods markets continued. A government 
decision to raise food prices in the spring of 1985 was 
accompanied by the abolition of all food rationing except for 
meat, chocolate and sugar. The price increases were held to a 
minimum, however, reflecting government sensitivities about 
possible popular reaction as well as overt inflation. During 
1984, the government succeeded in holding inflation down to the 
plan target of 16 percent, thereby making substantial progress 
Since 1982 when inflation was over 100 percent and 1983 when it 
was 25 percent. 


The government continues to be frustrated by its inability to stem 
the growth in wages. In 1984, the population's incomes increased 
19 percent, with expenditures also up a hefty 21 percent over 
1983. The expenditures, which to some degree reflect a shortage 
mentality stemming from the crisis, have not permitted the 
rebuilding of store inventories to levels which would assure sales 
continuity. So far in 1985, wages have continued their upward 
Spiral thereby making it increasingly difficult for the government 
to maintain its commitment to bringing inflation down further. 


The continued growth in wages reflects the weakness of the 
government's tools to restrain wage growth. The government has 
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a steeply progressive tax on the pool of money the enterprises use 
for wages. This tax, called the PFAZ (State Labor Redeployment 
Fund), can be waived if the enterprise can show it is engaged in 
production of items currently in short supply. The PRAZ is also 
lower depending on the labor productivity growth of the 
enterprises. Therefore, an enterprise which managed to maintain 
high production levels during the crisis is placed at a 
disadvantage vis-a-vis an enterprise where production fell 
dramatically, but which is now recording impressive growth while 
still producing well below pre-crisis levels. The PFAZ has been 
harshly criticized, and further modifications are anticipated. 
Other reasons for the continued growth in wages include the 
government's decision in many cases to buy off labor peace, and, 
more generally speaking, because the overall low level of wages in 
the state sector results in a chronic shortage of workers willing 
to work for those wages. 


FOREIGN TRADE 


In 1984, for the third year in a row, Poland ran a hard currency 
trade surplus which allowed it to make timely repayments on its 
rescheduled foreign debt to commercial banks and to import 
critically needed raw materials for industry. So far in 1985 
(based on statistics for the first 6 months of the year), Poland's 
hard currency surplus has fallen off with exports increasing 28.2 
percent while imports increased by 37.9 percent (in current 
prices) compared with the same period in 1984. Poland did devalue 


the zloty by 16.8 percent as of June 1, 1985 and this should act 
to a modest extent to promote exports while discouraging imports. 
In trade with CEMA countries, Poland's cumulative deficit, almost 
exclusively with the Soviet Union, continues to mount although 
possibly at a declining rate. 


COMMODITY COMPOSITION OF TRADE 


During 1984, composition of overall trade shifted further toward 

' raw materials, continuing a trend begun in 1983. The export share 
of fuels and energy, food and farm produce anc mineral industry 
products increased. In this same period, the export share of 
engineering industry products, chemical industry equipment and 
power-generating equipment declined. 


In the first half of 1985, this trend was reversed with the export 
share of engineering products increasing with that of raw 
materials declining. While the dramatic nature of this reversal 
was due primarily to the reduction of raw material exports during 
the extremely cold winter months, it also reflects the plateau in 
coal production which has been reached and is expected to continue 
over the next several years. The largest portion of outright 





increase in the exports of engineering products has been to CEMA 
member countries whose quality demands are still not as rigorous 
as those of Western markets. 


Imports in 1984 were primarily used as inputs in production 
processes. Capital equipment imports increased to the point where 
they are now 7.5 percent of all hard currency imports, however 
current investment in capital equipment is still not adequate to 


offset the continuing trend of overall decapitalization of plant 
and equipment. 


BALANCE OF PAYMENTS 


For another year, Poland's balance of payments situation remains 
acute. Given its current export potential, it is incapable of 
paying its foreign debt and will have to continue to reschedule 
with its creditors. In July 1984, Poland reached its fourth 
rescheduling agreement with Western commercial bank creditors, 
this time a multi-party accord which provides some breathing room 
as well as a much needed short-term credit facility. In July 
1985, Poland reached an agreement with its official creditors to 
reschedule its 1982 - 1984 maturities on its official debt. These 
maturities represent about $12 billion of Poland's overall hard 
currency debt of over $27 billion. 


IMPLICATIONS FOR U.S. BUSINESS 


The outlook for trade with Poland has improved marginally over the 


last year. Despite its continuing acute hard currency shortage 
and the absence of significant Western credits, both the central 
government, through control programs implemented by the Foreign 
Trade Organizations, and industrial organizations, through 
currency retention plans, are expending increasing amounts of 
available hard currency to finance critical imports. 


Business on a cash basis is brisk in priority areas to which 
Poland has assigned these preferential hard currency allocations, 
such as medical equipment, agricultural chemicals (especially for 
plant protection), and pharmaceuticals. These areas are at the 
‘same time priority sectors for the Poles and sectors in which 
American industry, particularly companies with West European 
manufacturing facilities, excels. However, the U.S. market in 
Poland for farm products declined sharply in 1985. U.S. exports 
amounted to only $53 million for the first half of 1985 compared 
to $105 million for the same period in 1984, thus threatening to 
erode Poland's long-held position as the biggest trading partner, 
and largest market, of the United States in Eastern Europe. 
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U.S. business hoping to sell to Poland should concentrate on items 
which demonstrably support Poland's economic recovery efforts, 
particularly those needed to fuel export industries and prop up 
the country's deteriorating capital base. Poland greatly values 
high technological quality and durability in comparing foreign 
products, in addition to always important price considerations. 
Within these several constraints, genuine opportunities still 
exist in the Polish market for the resourceful company willing to 
spend the time to pursue them, though overall sales volumes will 
not soon approach the peak levels of the 1970's. 


Poland continues officially to encourage foreign investment, 
especially to revive unused or underused industrial capacity, but 
in recent years this investment has not figured importantly in the 
Polish economy. American firms are not entering into large new 
cooperative ventures in Poland as in the past, although several 
U.S. firms have recently renewed long-term agreements about to 
expire. A liberalized joint venture law, designed to attract more 
foreign capital, has been debated internally for several years now 
and has yet to be enacted. Despite recent new restrictions on 
their activities, including a punitive taxation system and a 
doubling of escrowed "good faith" monies, American and other 
foreign investors have found some success in "Polonia" small 
business enterprises (i.e. private businesses 100 percent-owned by 
foreigners). Those which the Polish Government perceives as 


bringing direct benefit to the national economy have the greatest 
chance of thriving. 


PROSPECTS 


The Polish economy has made little progress in relieving its state 
of deep disequilibrium and prospects are not bright for any rapid 
improvement. While the government continues to hope that its 
economic reforms will bring some results, recent developments 
indicate its impatience with the program and have led to a shift 
in emphasis from structural transformation of the economy to 
increased efficiency within the existing structural framework. 
The foreign trade sector is perhaps the critical element of the 
Polish economy under the greatest pressure. While Poland must 
import production inputs, it must maintain simultaneously a hard 
currency trade surplus adequate to service the country's debt 
burden, still heavy in the short-term, despite rescheduling, and 
still growing in the long-term because of payment deferments. 











